OFFICE OF INSPECTOR GENERAL

MEMORANDUM

DATE: March 18, 1996
TO Chairnman
FROM Acting |Inspector General

SUBJECT: Final Report on the Audit of Fiscal Year 1994 Spectrum
Auction | npl enentation Cost

The attached audit report reflects the efforts of the Ofice of

| nspector General (O G to support the conduct of successfu
spectrum aucti ons and encourage the devel opnment and

i npl enentation of strong financial nmanagenment controls within the
Comm ssi on. The objectives of the subject audit were to: (1)
exam ne the systeminpl enmented by the Conm ssion to accunul ate
and report auction related accounting information; (2) validate
the tineliness and accuracy of the information that was reported,
and, (3) identify areas where inprovenents could be made.

During the review, auditors identified $297,041 in questi oned
cost. For purposes of this review, we have used the definition of
guestioned cost contained in the Inspector General Act of 1978
(P. L. 95-452) 85.(f)(1)(B) which establishes questioned cost as
"a finding that, at the tinme of the audit, such cost is not
supported by adequate docunentation.” Questioned costs resulted
from (1)inaccuracies in reported personnel conpensation expenses;
and (2) inadequate support for sel ected personnel conpensation
and automation charges. During the conduct of our fieldwork, the
auditors worked with managenent to establish nechanisns to
accurately capture valid auction rel ated expenses for FY 1995 and
|atter years. Three specific recomendations for corrective
action are contained in the final audit report. The Managi ng
Director has formally concurred with all three recomrendati ons.

It shoul d be enphasi zed that there is no indication that any

fraud or mal feasance transpired within the scope of our audit.
Rather, it is our determ nation that questioned costs resulted
frominadvertent oversights on the part of responsible program
officials and staff, operating under extreme tine constraints.

H. Wal ker Feaster 111
cc: Chief of Staff

Managi ng Di rector
Chi ef, Wrel ess Tel econmuni cati ons Bureau



REPORT ON THE AUDI T OF FI SCAL YEAR 1994

SPECTRUM AUCTI ON | MPLEMENTATI ON COST

Tabl e of Contents

Page
EXECUTI VE DI GEST . ... . e s e e s e e e e e 1
AUDI T OBIECTI VE . ... e e e e e e s e 3
AUDI T SCOPE . . ... e e e e 3
BACKGROUND . . . . e e e e s e e e 4
FI NDI NG - I naccuracies in Reported FY 1994 Auction Cost
0 Details of Finding ......... ... .. . . .. 6
0 Recommendati ons/ Managenent Response ................. 17
APPENDI X | - Menorandumto Chief, Wreless
Tel econmuni cati ons Bureau, from Acting
I nspector General .......... .. ... .. .. . .. .. ... .. 19
APPENDI X I1- Menmorandumto Acting Inspector General from
Deputy Chief, Wreless Tel ecomruni cati ons
Bureau .. ... . ... 21
APPENDI X 1l - Questioned Cost Table for Personnel
Conmpensati on . ... 23
APPENDI X IV - Response to the Draft Audit Report by the
Managing Director ......... ... .. . ... 24

APPENDI X V - Response to the Draft Audit Report by the Bureau
Chief, Wreless Tel ecommuni cations Bureau ...... 27



EXECUTI VE DI GEST

The objective of this audit was to exam ne the system i npl enent ed
by the Conmission in FY 1994 to record and report auction cost
information and to determ ne whether the system was providing
timely, accurate and neaningful financial information to Federa
Communi cati ons Comm ssion (FCC) managenent. Auditors fromthe

O fice of Inspector General (OG identified two areas, personne
conpensation and automation, in which inprovenents can be made in
the systemto ensure that it provides tinely and accurate
financial information. Both areas involve the |ack of adequate
docunentation to support reported cost. For purposes of this
review, we have expressed the value of inadequately supported
auction cost as "questioned cost” consistent with the definition
contained in the Inspector General Act of 1978.°

In performng the audit, auditors identified that FCC program
officials did not have a tinely and accurate nechanismin place
in FY 1994, to accunul ate hours and salary rates of FCC enpl oyees
whi ch were determ ned to be chargeabl e as aucti on expenses. The
| ack of accurate records has resulted in questioned costs of
$75,340. This anmount reflects a summary of a nunber of
categories to include: (1) hours charged to auctions not
supported by docunentation; (2) overtinme hours charged for which
no correspondi ng di sbursenent was made; and, (3) hourly rates
charged for individuals assigned to auctions which were
erroneous. In addition, FCC programofficials were unable to
provide O G auditors with adequate docunentation to support
certain costs associated with automation initiatives which were
expensed agai nst FY 1994 auction proceeds. Questioned costs
related to these transactions totaled $221, 701.

It is inportant to note that there is no evidence to suggest that
the conditions identified in this reviewresulted from any
del i berate attenpt to circunvent accounting controls. Rather,
the auditors are of the opinion that the Conm ssion, in focusing
it's energy and efforts towards instituting a successful auction
programin a short tine frame, did not adequately address

adm ni strative issues. To address the weaknesses identified, we
recommend that FCC managenent adopt the corrective neasures
enunerated in this report in the current and subsequent fisca
years. The Managing Director and Chief, Wreless

Tel ecomruni cati on Bureau (WB) concurred with the audit findings
and recomendations. Their responses to the Draft Audit Report
are furnished in entirety as Appendix IV and Vto this report.

'The Inspector General Act of 1978 (P.L. 95-452) 8§ 5.(3)(f)(B),
defines questioned cost as "a finding that, at the tine
of the audit, such cost is not supported by adequate
docunent ati on. "



Prior to initiating this audit, the O Gissued two audit reports?®
whi ch addressed specific conponents of the spectrum auctions
program These reports focused upon the nethodol ogy for
accepting and processing initial application receipts; tracking
and reporting on round by round bidding eligibility and activity;
and, the collection and deposit of down paynents received from
successful bidders. Based upon audit findings, the O G devel oped
a nunber of recommendations for corrective action to address
limted deficiencies noted in an overall extremely successful and

wel | concei ved program

’Report on the Special Review of the Regional Narrowband Personal
Comuni cations Services (PCS) License Auction, OG Report No. 95-A-
1, dated January 20, 1995

Report on the Special Review of the Narrowband Personal Services (PCS)
and Interactive Video Data Service (I1VDS) License Auctions, OG
Report No. 94-6, dated Septenber 22, 1994




AUDI T OBJECTI VE

The objective of the audit was to exam ne the system i npl enent ed
by the Conmi ssion to accunul ate and report auction rel ated
accounting information and validate the tineliness and accuracy
of the information that was reported. An additional objective
was to identify areas where system c inprovenents could be nade
to ensure the accuracy of future year reported cost. To
acconplish our objective, we: (1) sanpled reported cost el enents
and col | ected appropri ate supporting docunentation; (2) verified
cost paynent through the accounts payable system (3) verified

t he accuracy of reported Bureau/ O fice reinbursenent; and (4)

i ntervi ewed managers involved in auction cost collection,
recordi ng, and reporting.

AUDI T SCOPE

The audit was conducted in accordance with Generally Accepted
Government Audi ting Standards and included such anal ysi s,
interviews and testing as required to support the audit findings.

The scope of this reviewwas |limted to auction costs reported
for FY 1994. The scope did not include an assessnent of the
Commission's interpretation of the statute® with respect to the
applicability of the cost nor the basis for the determ nation

t hat FCC enpl oyee auction rel ated sal ari es and expenses coul d be
recovered from auction proceeds. Thus, if the Conm ssion
reported an expenditure as an auction related cost, we attenpted
to verify that the expense was incurred, but did not attenpt to
evaluate its applicability as an auction rel ated cost.

To support the auction process, WB established and staffed a
series GS-511 contract audit position within their organization.
As part of our fieldwork, we interviewed the WIB contract
auditor to determ ne the extent of FY 1994 contract review, and
sanpl ed auction contract audit work to verify its accuracy.
Based upon our review of the conpleted work, we determ ned that,

*Sect i on 309(j)(8)(B) of the Communications Act of 1934, entitled Retention
of Revenues, states the foll ow ng:

"Not wi t hst andi ng subparagraph (A), the salaries and expenses account of the
Conmi ssion shall retain as an offsetting collection such suns as nmay be
necessary from such proceeds for the costs of devel opi ng and i npl enenti ng
the programrequired by this subsection. Such offsetting collections
shall be available for obligation subject to the terns and conditions of
the receiving appropriations account, and shall be deposited in such
accounts on a quarterly basis. Any funds appropriated to the Comm ssion
for fiscal years 1994 through 1998 for the purpose of assigning |icenses
usi ng random sel ecti on under subsection (i) shall be used by the
Conmi ssion to inplenent this subsection.”



under GAO "yel | ow book"” Governnent Auditing Standards, we could
pl ace reliance on the work being conducted by the WIB audi tor.
Accordingly, we were able to limt the |level of audit work
conducted. Although we placed audit reliance upon the WIB
auditor's work, we identified a potential independence problem as
defined by GAO as relates to the auditor's position and reporting
responsibilities wwthin the WIB organi zation. This issue was
addressed to the Chief, WIB and is discussed in detail under
Section A Contract Cost of this report

Audit fieldwork was perforned within OvD and WIB from January
1995 to Novenber 1995.

BACKGROUND

The Omi bus Budget Reconciliation Act of 1993, as anmended on
August 10, 1993, added a new section 309(j) to the Comruni cations
Act of 1934. This anmendnent to the Communicati ons Act gave the
FCC express authority to enploy conpetitive bidding procedures to
choose from anong nutual |y exclusive applications for initia
licenses. 1In Fiscal Year (FY) 1994, the Commi ssion pronul gated
general rules governing the spectrum auction process and specific
rul es governing the auction of |icenses for the narrowband

Per sonal Conmuni cations Service (PCS) and Interactive Video and
Data Service (IVDS) licenses. On July, 29, 1994, the Conm ssion
conpleted its auction of ten narrowband PCS |icenses with a total
hi gh-bi d val ue of $617,006,674. Concurrently with the narrowband
PCS auction, the Conm ssion conducted an auction of 594 |VDS
licenses. The total value of bidding for these |licenses,
followi ng adjustrment for bidding credits, was $213, 892, 375.

In addition to providing the Comm ssion authority to auction

I i censes, the amendnent gave the Conm ssion the authority to
receive reinbursenent for the cost of inplenenting this neans of
al l ocating spectrum Section (8)(B) of the new section 309(j),
entitled Retention of Revenues, states the follow ng:

"Not wi t hst andi ng subpar agraph (A), the salaries and expenses
account of the Commi ssion shall retain as an offsetting
col l ection such suns as may be necessary from such proceeds
for the costs of devel oping and inplenmenting the program
required by this subsection. Such offsetting collections
shall be available for obligation subject to the terns and
conditions of the receiving appropriations account, and
shal | be deposited in such accounts on a quarterly basis.
Any funds appropriated to the Comm ssion for fiscal years
1994 through 1998 for the purpose of assigning |licenses
usi ng random sel ecti on under subsection (i) shall be used by
the Comm ssion to inplenent this subsection.”

On Novenber 12, 1993, a nmenorandum was issued fromthe Acting
CGeneral Counsel to the Associate Managing Director for Operations



(AMD-O . This nmenorandum entitled "Spectrum Auction

Aut hori zation," examned the tine frame for which the Conm ssion
could retain auction proceeds to of fset expenses. The question
at this point was whether the | anguage of the authorizing

| egislation allowed long termretention of revenue or if the
intent was for retention of start-up costs only. The Acting
General Counsel concluded that "the Commission is authorized to
retain all offsetting revenues."

On June 9, 1994, the Deputy Bureau Chief for Operations, WB,

i ssued a nenorandumentitled "Spectrum Aucti on Costs"” to those
Bureaus and O fices participating in the auction process. This
menor andum served to establish a process by which auction rel ated
costs could be accunmul ated and used to support requests for
revenue retention. The menorandum requested that auction costs
be reported in three stages. The first stage was hours and
travel by staff menmber for the period prior to and including
April 1, 1994. The second stage requested simlar information
for the period of April 4, 1994 through June 10, 1994. The third
stage required weekly subm ssion of hours and travel by enpl oyee,
as well as, purchase order and contract information. 1In
addition, costs incurred during stage three were to be reported
by function (e.g., Managenent/ Supervi sory overhead, Marketing,
Accounting, etc.) or by auction (e.g., narrowband, |VDS, etc.).



| NACCURACI ES | N REPORTED FY 1994 AUCTI ON COST

The FCC does not have adequate docunentation to support all FY
1994 costs assigned to the devel opnment and i npl enentati on of
spectrum auctions. The condition resulted froma nunber of
factors including managenent's enphasi s on successfully

di scharging the auction program tinme constraints inposed on FCC
staff, and |lack of conpliance by FCC staff with interna
reporting procedures and applicable financial accounting
requirenents. The Policy and Procedures Manual for Guidance of
Federal Agencies (Appendix 3 page 2-5), published by the General
Accounting Ofice, states that "a fundanmental requirenment for any
vi abl e accounting systemis that the financial transactions for
whi ch the system nust account be adequately supported with

perti nent docunents and source records.” The auditors have
identified questioned costs in the anmount of $297,041. This
amount is broken down as $75,340 rel ated to questioned personnel
conpensation and $221, 701 questioned costs identified as

aut omati on costs.

FY 1994 Spectrum Auction Costs Accunul ated by the FCC

Inits initial stages, the Conm ssion used funds from central
accounts (i.e., Bureau/Ofice accounts) to inplenent the

requi renents of the auction authority and purchase the necessary
goods and services in FY 1994. A special project code was
established to track and reconcile auction related cost. After
the first round of auctions were conducted, in July 1994, sone
charges were offset directly with auction proceeds. |In addition,
auction costs absorbed by central accounts were "realigned" from
the direct appropriation account to an offsetting account and the
central accounts were, in effect, "reinbursed with auction
proceeds. This systemreported $7,012,302 in auction rel ated
obligations in FY 1994. That cost is broken down as reflected in
the follow ng table on page 7:



Classification Report ed Per cent age

Contract Cost’ $3, 839, 105 54. 75%
Per sonnel Conpensation® 1,604,903 22.89%
Aut omat i on Cost® 1,282, 744 18.29%
O her Direct Cost’ 285, 550 4.07%

7,012, 302 100. 00%

Requi renents for Accounting System Structure and Operati on

Federal accounting principles and standards are pronul gated by
the Conptroller General and officially transmtted in the "Policy
and Procedures Manual for Cuidance of Federal Agencies" published
by the General Accounting Ofice. Appendix Ill of that manual,
entitled "Accounting System Standards," establishes requirenents
for accounting systemstructure and operation, as well as
accounting processes and procedures. For purposes of
establishing these requirenents, the Appendi x defines the
"accounting system as, "that part of the overall financial
managenent system which provides the total structure of nethods
and procedures used to record, classify, and report information
on the financial position and operations of a governnental unit
or any of its funds, bal anced account groups, or organi zationa
conponents. "

Section Il cites the requirenents of 31 U S.C. 3512(a) which
establ i shes a requirement for the head of each executive agency
to establish systenms of accounting and internal control which
provi de:

-conpl ete disclosure of the financial results of agency

‘Contract Costs - Costs associated with Contract No. RFP-FCC-94-10 with
Tradewi nds Realty Advisors. This classification does not include
contract costs associated with automation. These costs are
classified as Automati on Costs.

°Per sonnel Conpensation - Costs associated wi th Comm ssion | abor (including
regular tinme and overtine), reinbursable agreenents with Resol ution
Trust Corporation (RTC) and Federal Deposit Insurance Corporation
(FDIC), and Special Acts and Perfornance Awards.

*Aut omati on Costs - Costs associated with auction automation activities.
These include hardware and software procurenment, communication
system design and installation, software programm ng, and conputer
support.

‘O her Direct Cost - Mscellaneous charges including travel, equipnent
rental, printing expense, site design and construction, |ega
servi ces, and suppli es.




activities;

-adequate financial information needed for agency managenent
pur poses;

-effective control over, and accountability for, assets for
whi ch the agency is responsible; and,

-reliable accounting results and reports that will be the
basis for preparing and supporting agency budget
requests, controlling budget execution, and providing
financial information the President requires.

In the section of Appendix Ill entitled "Accounting Processes and
Procedures, the Conptroller General establishes requirenents for
transaction support. The section states the following in
defining these requirenents:

"A fundanental requirenment for any viable accounting systemis
that the financial transactions for which the system nust
account be adequately supported with pertinent docunents and
source records. These transactions, and any subsequent
adj ustments, should be authorized and executed in accordance
wi th managenent criteria by personnel acting within the
scope of their authority. They should be properly
accunul ated and correctly classified, coded, and recorded in
all affected accounts. These transactions should be
recorded in the accounts pronptly and accurately, in the
proper anmount, to permt (1) preparation of financial
reports in accordance with internal needs and external
requirenents and (2) pronpt analysis of the information by
managenent. Thus, information should be captured in the
accounting records simultaneously with or imediately
following the event that gave rise to the transaction."

Sel ected Charges were Reported |l naccurately or were not
Adequat el y Supported by Perti nent Docunents and Source References

During our detailed review of reported auction cost, we exan ned
59.8% of the total reported cost of $7,012, 302

($4, 196, 658/ $7, 012,302 = 59.8% . During that review, we
identified $297,041 in cost which was not adequately supported by
pertinent docunents and source references as required by the
Comptrol l er General and cited above. These results are broken
down as foll ows:



Cl assification Report ed Revi ewed Quest i oned
Cont ract Cost $3, 839, 105 $1, 488, 960 $ 0
Per sonnel Conpensati on 1, 604, 903 1,174,711 75, 340
Aut omat i on Cost 1,282, 744 1, 252, 169 221, 701
O her Direct Cost 285, 550 280, 818 0

$7,012, 302 $4, 196, 658 $297, 041

A. Contract Cost

To support the auction process, the WIB established and staffed a
contract audit position wthin their organization. As part of
our fieldwork, the auditors interviewed the WIB contract auditor
to determ ne the extent of FY 1994 contract review and sanpl ed
auction contract audit work to verify its accuracy. Based upon
our review of the conpleted work, the auditors determ ned that
reliance could be placed on the work being conducted by the WIB
audi tor per GAO definition. Therefore, the auditors were able to
[imt the level of audit work conduct ed.

As previously stated, the determ nation to place reliance on the
work of the WIB contract auditor was based upon our review of his
work files. The O Gis cognizant of GAO Governnent Auditing
Standards (commonly referred to as the "yell ow book") | anguage
that recognizes that a "governnent auditors' independence can be
affected by their place within the structure of the organization
to which they are assigned.” Furthernore, the "yell ow book"
states that "audit organizations should report the results of
their audits and be accountable to the head or deputy head of the
governnment entity and should be organizationally | ocated outside
the staff or |ine managenent function of the unit under audit.”
It is the opinion of the OGthat the placenent of this audit
position within the WIB viol ates the aforenentioned audit
standards. This determ nation was conveyed to the Chief, WB, in
a menor andum dat ed August 31, 1995 and is included as Appendix |
to this report. In responding to this nmenorandum on Cctober 27,
1995, the Deputy Chief, WB, stated the foll ow ng:

| have carefully considered your suggestions to
establish a reporting structure outside the Auctions
Division for the contract audit position(s) currently
assigned to that division. | believe that it is in
the best interest to have these positions continue to
report admnistratively to the Chief of the Auctions
Di vi si on.

The conpl et e nmenorandum of the Deputy Chief, WIB is included as



Appendix Il to this report. This matter was not resolved at the
time of the issuance of this audit report.

As part of the review of reported contract cost, the auditors
judgnmental ly selected six (6) vouchers from Contract No. RFP-FCC
94-10 with Tradewi nds Realty Corporation. Tradew nds Realty
Corporation was the principal contractor retained by the

Comm ssion to assist the agency in the planning and conduct of
spectrum auctions in FY 1994. The vouchers selected represent
38.8% of total reported FY 1994 contract cost

(%1, 488,960/ 3,839, 105 = 38.8%. The vouchers the auditors

sel ected are as foll ows:

Task Order No. 1, Invoice No. 3 $ 299, 351
Task Order No. 1, Invoice No. 6 791, 183
Task Order No. 2, Invoice No. 3 105, 068
Task Order No. 3, Invoice No. 3 98, 839
Task Order No. 4, Invoice No. 1 62, 041
Task Order No. 5, Invoice No. 4 132,478

$1, 488, 960

The six vouchers selected for review were traced back to al
supporting docunentation. The auditors did not find any cases
wher e docunentation was m ssing. The auditors al so checked

whet her the fringe benefits, overhead, general & admnistrative
expenses, and fees were consistent with the rates in the contract
agreenent and whether the anobunts were correctly cal cul ated. The
auditors found the rates were consistent with the contract
agreenment and the anmounts were cal cul ated correctly.

B. Per sonnel Conpensati on

The FCC did not maintain adequate records to support all FY 1994
per sonnel conpensation costs. In addition the FCC did not have
adequate procedures in place to ensure that all costs were

rei mbursed. These conditions resulted primarily fromthe | ack of
conpliance by FCC staff wth internal reporting procedures,
applicabl e financial accounting requirenents and inadvertent
errors on the part of the Cost Accountant. Federal accounting
princi pl es and standards promul gated by the Conptroller Cenera
state that "Fundanental requirenent for any viable accounting
systemis that the financial transactions for which the system
must account be adequately supported with pertinent docunents and
source records.” The auditors have identified total questioned
personnel costs of $75,340 as reflected in the follow ng table:



Par agr aph

o Dol | ar Dol | ar Ref erence
Fi ndi ng Amount For Anmount For For
Overcharges Undercharges Section B
1. Unsupportabl e 1
Hour s $20, 792
2. Rei nmbursabl e Costs not
Rei mbursed to the 2
Conmi ssi on $14, 656
3. lnaccurate Hourly Rate $13, 300 3
4. Inaccurate Hourly
Rat es $1, 678 3
5. Unsupportable Overtine $24, 914 4
Total s $59, 006 $16, 334

As part of the audit fieldwrk, the auditors requested supporting
docunentation fromAVMD-O for all direct |abor hours worked and
charged to auctions by FCC enpl oyees in FY 1994. These sane
records reportedly served as the source docunentation used to
support the Comm ssion's request to Treasury for funds in the
anount of $1,604,903. These funds were reinbursed fromauction
pr oceeds.

O the $1,604,903, the auditors actually exam ned source
docunents totaling $1,174,711, or 73.2% of the aggregate. The
bal ance was conposed of anounts disbursed to other Federa
agenci es that provided assistance to the FCC (the Resol ution
Trust Corporation and Federal Deposit Insurance Corporation) and
Speci al Act and Perfornmance Awards. These di sbursenents

conpri sing approxi mately 26.8% of the $1, 604,903 did not fal
within the scope of the auditors review

Based upon review of source docunentation, the auditors
identified four finding areas as identified bel ow

1. Source docunentation did not exist to support 752
direct | abor hours for which rei nbursenent was obtai ned. These
752 hours translated to approxi mately $20, 792.

The auditors were infornmed that the condition cited above
resulted fromthe | ack of conpliance on the part of FCC enpl oyees
in forwardi ng appropriate docunentation (details of hours worked
by individual and salary rate) to the designated staff within
AVMD-O. This condition may al so have resulted frominsufficient
control and record keeping by staff within AVD O

10



2. Through the review of detailed records, the auditors
identified that a nunmber of hours, which by FCC definition,
shoul d have been charged agai nst auction proceeds were not. A
total of $14,656 in reinmbursable costs were not reinbursed to the
Commi ssion. The $14, 656 represents 421 hours worked on spectrum
auctions by 9 enployees. The auditors questioned the responsible
official in AMD O to ascertain how this situation transpired.

The responsible official advised the auditors that she was not
aware how the hours were mstakenly onmtted. The $14,656 for
whi ch t he Comm ssion shoul d have sought reinbursenent, is
consi dered as a questioned cost.

The responsible official wwthin AMD-O inforned the auditors that
significant activity had taken place in FY 1995 to mtigate the
potential for the condition cited above to have occurred in FY
1995. Specifically AMD-O has established a contact person in
each Bureau/ O fice who is responsible for accunul ati ng and
reporting on a pay period by pay period basis, the hours worked
by enpl oyees. Each contact point is responsible for submtting
an auction | abor hour report that includes the enpl oyees nane,
grade/ step, and hours worked. The information is then sent to
the AMD-O. Information is conpiled by AMD-O officials and
formatted into a consolidated report. At the tine audit field
wor k was conpl eted, the information provided by the
Bureaus/ O fices was being manual ly recorded on a spreadsheet.
The auditors were infornmed that a automated program usi ng Paradox
has been devel oped to replace the manual system AMD-O plans to
convert to this automated systemin the near future. Further
nore, on Cctober 1, 1995 the Conmi ssion inplenented a Cost
Accounting System This system has the capability of

accunul ating | abor hours charged to various prograns including

t he Spectrum Auction Program

3. FCC enpl oyee payroll records did not fully support
| abor hours and hourly salary rates which were used as a basis
for accunul ating auction related costs. The auditors have
attributed this condition to inconsistent record keeping and
incorrect interpretation on the part of the Cost Accountant
assigned to AMD-O  Thus, the Comm ssion is not in ful
conpliance with source docunentation requirenments contained in
the Policy and Procedures Manual for Guidance of Federal Agencies
Appendix 111, Chapter 2 8§ 2-5. (Questioned costs in the anount of
$13, 300 and $1, 678 respectively, have been developed in this
finding section.

The auditors conpared official FCC payroll records to auction
rei nbursabl e | abor cost records maintai ned by the responsible
AMD- O of ficial. Inaccuracies were identified in the billing

rates for 107 of the 109 enpl oyees® (98% who charged hours to

*An addi tional 12 enpl oyees charged hours to auctions. These
12 enpl oyees were not included in the sanple due to

11



t he auction programin FY 1994. The auditors found 100 out of
109 enpl oyees (92% rates were higher than enpl oyees actual
hourly rates. Actual® versus rates used in reinbursenment

cal cul ations ranged from$.03 to $19. 15 per hour. Resulting
guestioned costs total ed $13,300. This anount represents the
anount by which the Conmm ssion was over rei nbursed.

The majority of the 100 discrepancies resulted fromthe

cal culation of hourly salary rates based upon a denom nator of
2080 hours in lieu of the actual prescribed 2087 hours an

enpl oyee works per year. While this resulted in relatively snal
billing discrepancies, the Conmm ssion inexplicably billed a rate
significantly higher than that actually earned by certain

enpl oyees. The nost significant discrepancies are reflected in
t he tabl e bel ow

HOURS
CHARGED TOTAL ACTUAL | SUPPORTABLE
TO RATE AMOUNT SALARY Bl LLI NG QUESTI ONED
AUCTI ONS | CHARGED | CLAI MED RATE AMOUNT AMOUNT
222 $41. 29 $9166. 38 $22. 14 $4915. 08 $4251. 30
299 $29. 61 $8853. 39 $16. 34 $4885. 66 $3967. 53
388 $46. 88 $18, 189. 44 $43. 24 $16, 777. 12 $1412. 32

Additionally, the auditors identified 9 enployees out of the 109
enpl oyees (8% who had higher hourly salary rates then those
rates used in actual reinbursenment cal culations totaling $1, 678.
Thi s anount represents an under-billing for which the Comm ssion
was entitled to reinbursement and thus, is classified as a

guesti oned cost.

4. The Conmi ssion was reinbursed for nunerous overtine
hours worked for which no financial outlay was incurred by the
agency. The Commi ssion in FY 1994 did not provide salaried
overtinme to persons involved in the auction. And while sone
enpl oyees were able to earn and utilize credit hours, this was
extrenely limted due principally to the volunme of auction
related work in FY 1994.

The auditors conpared official FCC payroll records to records

i nsufficient enployee payroll records.

*Actual rates reflect those rates appearing on Ofice of
Per sonnel Managenent (OPM Sal ary Tabl e No. 94- DCB.
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mai nt ai ned by the responsible AVD-O official. The auditors
identified that overtinme hours worked on the auctions by FCC
enpl oyees, while charged agai nst auction proceeds as costs
incurred, were in fact not consistently paid to effected

enpl oyees. The auditors identified 17 enpl oyees who worked in
excess of 80 hours per pay period on the auction program For

t hese 17 enpl oyees, the Conmmi ssion was reinbursed approxi mately
$31, 849 (rounded) for expenses related to overtine earned. Qut
of the $31, 849 the Commi ssion was rei nbursed from auction
proceeds, the Conmm ssion only conpensated the responsible

enpl oyees, in credit hours that can be translated to, $6,934 in
equi val ent salary. Assuming the validity of the Conm ssion being
reinbursed for credit hours, this results in a net difference of
$24,914. (See Appendix I11).

C. Aut omati on Cost

Aut omation cost accounted for a significant portion of the total
cost of inplenenting the spectrumauction in FY 1994. In fact,
costs associated with automation efforts accounted for 18. 3% of
the total FY 1994 cost of $7,012, 302 (%1, 282, 744/ $7,012, 302 =
18.3% . As part of our review, the auditors judgnentally

sel ected twenty-seven (27) automation line itenms with a total

val ue of $1,252,163. The sel ected charges represent 97.6% of the
total FY 1994 auction automation cost of $1,282, 744

(%1, 252, 163/ $1, 282, 744 = 97. 6% .

For each sel ected charge, the auditors requested all avail able
docunent ati on supporting obligation creation, procurenent, and
vendor paynent. In addition, the auditors obtained and revi ewed
docunent ati on supporting the reinbursenent of individual Bureaus
and O fices with auction proceeds. During the detailed review of
t he supporting docunentation, the auditors identified the
follow ng transactions in which cost information was not
adequately supported by pertinent docunentation:

Pur chase Order Li ne Report ed
Pr oduct / Servi ce Nunber Item Dollar Value Reference
CBI S 43-3JJ5-4-1033G 03 $ 70,482 1
CBI S 43- 3JJ5- 4- 2431 03 54, 477 1
CBI S 43-3JJ5-4-1187G 02 54,117 1
CDsSI 43-3JJ5-4- 0078 32, 625 2
Bell Atlantic 43-3JJ5-4- 0878 01 10, 000 3
$_ 221,701
1. The auditors selected a series of charges incurred as

part of an interagency agreenent with an organi zati on under
contract with the Departnment of Justice (DQJ). This

organi zation, C ncinnati Bell Information Systens, Inc.
(hereafter referred to as "CBIS"), was being used to perform
program ng support to "application maintenance, devel opnent and
conversion efforts.” For each selected charge we attenpted to
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verify that work had, in fact, been perfornmed and that the work
was clearly auction related. Al though in sonme cases the auditors
were able to obtain accounting records which indicated paynent
agai nst the respective purchase orders, these records did not
provide a |level of detail necessary to verify that the specific
line itens established for auction related efforts had been

bill ed.

The auditors were infornmed by a representative for the office of
t he Associ ate Managing Director for Information Managenent (AMD-
IM that "(f)or billing purpose, the DQOJ receives the invoices
fromCBIS for services rendered, the FCC receives a status report
in accordance with the terns of the DOJ contract and the

i nteragency agreement." AMD-IMwent on to report that "FCC

mai ntai ns records of these status reports.” The auditors
obt ai ned and reviewed the status reports provided by the
contractor through DQJ for the selected charges. A detail ed
review indicated that, although references to specific auction
rel ated tasks were made in the reports, cost information was
provi ded at the purchase order |level. Therefore, because the
purchase order contains auction and non-auction work, reported
auction cost could not be supported.

2. The auditors selected a charge attributed to
"Facilities Managenent Services and Progranmm ng Support for
Fi scal Year 1994" incurred by Conputer Data Systens, Inc.
(hereafter referred to as "CDSI") in the amount of $32,625.
Al t hough AVD-1 M was rei nbursed for the anobunt reported, the
auditors were unable to obtain any docunentation supporting this
charge includi ng docunentation supporting the creation of the
charge (e.g., Data Automation Service Request, Request for
Property or Services, etc.). The auditors were informed by an
AMD- I M representative that "(t)his PO represents the services of
one individual who perforned services considered auctionable.
Hs records are available.” W obtained a copy of the referenced
records and determ ned themto be inadequate as they did not
Separately report auction and non-auction work. Instead, these
records reported only total contract activity for each nonth.

3. The auditors selected a charge attributed to
"(s)ervices of a technician to performrepairs, noves, changes
and installations on current tel ephone systens for 6 nonths."
This charge, incurred by Bell Atlantic, was in the anmount of
$10, 000. Although AMD-I M was reinbursed for the amount reported,
we were unable to obtain any docunentation supporting paynent of
this charge with auction proceeds.

The auditors were infornmed by a representative fromthe AVD-O
that this was "an estimated cost provided by Information
Managenent", and that, as was often done during the final weeks
of closeout, "this was done verbally to expedite the action."
AMD-O went on to state that "(a) nunber of Information Managenent
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line itenms were based on their best estinmates of the pro rata
share of funds reflected on an existing Conm ssion contract which
had been used to support Auction activities. The Budget Staff
did not have the criteria used for these prorations. |Information
Managenment shoul d address the nethodol ogy which was used. ™

We contacted a representative from AMD-I1 M and were informnmed that
"the allocation for 43-3JJ5-5-0878 was nade based on an estimate
of the anticipated workload for phone work (new equi pnent,

rel ocations etc.)." Although we requested docunentation to
support the estimate, this docunentati on was not provided.

D. O her Direct Cost

O her Direct Cost (ODC) accounted for 4.1%of the total FY 1994
cost of $7,012, 302 ($285,549/%$7,012,302 = 4.1% . As part of our
review, the auditors judgnentally selected fifteen (15) ODC |ine
items with a total value of $280,817. The sel ected charges
represent 98.3% of the total FY 1994 ODC cost of $285, 549
($280, 817/ $285,549 = 98. 3% .

For each sel ected charge, the auditors requested all avail able
docunent ati on supporting obligation creation, procurenent, and
vendor paynent. In addition, the auditors obtained and revi ewed
docunent ati on supporting the reinbursenent of individual Bureaus
and Ofices with auction proceeds. During the detailed review of
t he supporting docunentation, the auditors observed that al
reported charges were adequately supported.
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RECOMVENDATI ONS AND MANAGEMENT RESPONSE

In order to address the conditions cited in the body of the
report, the O G has devel oped three recommendati ons for
corrective action as appear below The Managing D rector
concurred with each of the three recomendati ons. The conplete
text of his response to recomendations 1 and 3 respectively, are
i ncorporated below. Due to the length of his response to
recomendation 2, only an excerpt is provided in this report
section. The full text of the response of the Managing D rector
is included as Appendix IV to this report.

The O G recommends that the Managing Director

1. Formal |y docunent the process by which auction rel ated
expenditures are created, approved, processed, recorded, and
reported. This docunent should clearly establish the
requi renment for supporting docunentation and establish
specific responsibilities for each organi zation involved in
t he auction accounting process. This docunent should be
distributed to all organizations involved in the process.

Managenent Response: Copies of Spectrum Aucti ons:
Auction Cost Recovery Guidelines and Procedures were
distributed in July, 1995.

2. Revi ew t he questioned | abor and aut omati on costs charged
agai nst auction proceeds and reach a determ nation as to the
appropriate treatnment of these questioned costs and
institute appropriate action.

Managenent Response: There were "questioned costs" in

two areas, Personnel Conpensation and Automation. Each

of these questioned costs have been revi ewed and have been
deternmned to be accurate and appropriately treated, but

| acki ng adequate records or backup docunentation.... The
new formal cost accounting systeminpl emented on Cctober 1,
1995 shoul d resolve for the future the appropriate |evel of
per sonnel conpensation to be charged to auctions.

3. Revi ew auction automati on contracts to determne if cost
reports, provided by contractors, separately report auction
cost information. |If not, take steps to ensure that future
procurenent actions contain provisions to ensure that this
information is provided.

Managenent Response: In FY 1995, all automation contracts
were nodified to provide specific cost accounting procedures
for all auction-related tasks. These cost reports are
currently being provided by the contractors invol ved.
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In responding to the draft report, the Chief, WB, stated:

Wth regard to the coments contained in the report
concerning the establishnment of an outside reporting
structure for the auctions Division's contract

auditor, | believe that the Bureau has fully responded
to this issue in a nmenorandum dated October 27, 1995
and signed by our Deputy Bureau Chief....

The conpl ete response of the Chief, WB, is provided as
Appendix V to this report.
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APPENDI X |11

EMPLOYEE
OVERTI ME HOURLY TOTAL CREDI T CREDI T

HOURS RATE OVERTI ME HOURS HOURS I N QUESTI ONED

WWORKED USED REI MBURSED EARNED DOLLARS AMOUNT
17 $31. 21 $530. 57 12 $374. 52 $156. 05
20 $56. 03 $1120. 60 10 $560. 30 $560. 30
15 $43. 39 $650. 85 4 $173. 56 $477. 29
19 $46. 88 $890. 72 10 $468. 80 $421. 92
5 $31. 22 $156. 10 5 $156. 10 $0
3 $43. 39 $130. 17 3 $130. 17 $0
16 $34. 05 $544. 80 10 $340. 50 $204. 30
20 $43. 39 $867. 80 10 $433. 90 $433. 90
6 $13. 93 $83. 58 0 $0 $83. 58
165 $25. 62 $4227. 30 16 $409. 92 $3817. 38
137 $43. 39 $5944. 43 38 $1648. 82 $4295. 61
50 $43. 39 $2169. 50 0 $0 $2169. 50
134 $43. 39 $5814. 26 22 $954. 58 $4859. 68
55 $56. 03 $3081. 65 0 $0 $3081. 65
15 $41. 17 $617. 55 13 $535. 21 $82. 34
170 $20. 78 $3532. 60 36 $748. 08 $2784.52
36 $41. 29 $1486. 44 0 $0 $1486. 44
885 $31, 848. 92 189 $6, 934. 46 $24,914. 46
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